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March 28, 1997

Mr. William F. Caton

Acting Secretary

Federal Communications Commission
1919 M Street, N.W.

Washington, D.C. 20554

EX PARTE OR LATE FILED

Re: Ex Parte Presentation, CC Dockets 96-45 and 96-98, DA 97-56
and CPD Docket 97-2

Dear Mr. Caton:

As required by the Commission’s rules, this letter provides notice that
Mark Sievers (Swidler & Berlin, Chartered) and | met yesterday with Robert Pepper
and Kevin Werbach of the FCC Office of Plans and Policy to discuss WorldCom's
views on the urgent need for the Commission to specify a technical design standard
for local loops. Although this position has been expressed in formal pleadings and
ex parte presentations made by WorldCom (and previously by MFS
Communications, now a wholly owned subsidiary of WorldCom), WorldCom will
follow the recently adopted, but not yet effective, amended ex parte rules and will

here provide a more detailed summary of the discussion. No written materials were
provided during the meeting.

Selection of a local loop standard is essential to complement the FCC's
current efforts to define and refinance universal service in compliance with the
explicit requirements of the Telecommunications Act of 1996 (“TA96"). Such
specificity also is needed in order for FCC staff to evaluate any proxy cost model (or
alternative costing method) which ultimately may be used to determine the level of
universal service funding. And, a standard is needed to assure that unbundied local
loops are of a type and quality that would support the soon to be decided universal
service criteria. WorldCom proposes that the Commission impose, as a condition for
a wireline carrier to be eligible to receive universal service funds, a requirement that
unbundied local loops provided by such carriers satisfy the locp standard currently

required of rural carriers as a condition to receive funding from the Rural Utility
Service (“RUS”).

in §254 (b), TA96 explicitly establishes six principles for the
“preservation and advancement” of universal service. Four of the six seem to require
some expression of a standard before they even can be defined:
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(1)  Quality services should be available at just, reasonable, and affordable
rates.

(2) Access to advanced telecommunications and information services
should be provided in all regions of the nation.

(3) Consumers in all regions of the Nation ... should have access to
telecommunications and information services, including interexchange services and
advanced telecommunications and information services, that are reasonably
comparable to those services provided in urban areas ...

(6) Elementary and secondary schools and classrooms, healthcare

providers [for rural areas], and libraries should have access to advanced
telecommunications [and information] services ...

if the Commission adopts a universal service order without including an explicit
standard for local loops, WorldCom firmly believes the Commission cannot satisfy
these objectives — it will not have assured the advancement of universal service; it
will not have defined “quality” and therefore cannot have determined that rates are

just; and, it will not have assured comparable access to advanced services in all
regions of the Nation.

X To be more explicit, about 20% of local loops in service today (typically,
those in rural and suburban areas longer than 18,000 feet) are not capable of
supporting transmission speeds for 28.8 kbps modems or Group 3 facsimile
machines. Capability to use either technology has to be considered the minimum
necessary to satisfy Principle 3 and certainly is not nearly sufficient to satisfy the
other principles listed above. Perhaps as many as 50% of loops cannot support
ISDN, and dramatically fewer still can support ADSL at 6 mbps. Yet, WorldCom
believes that a loop properly designed to support 28.8 kbps modems or Group 3
facsimile machines also will support ISDN (at 128 kbps), HDSL (at 768 kbps per pair)
and ADSL (asynchronous at 1.54 mbps per pair) at little or no additional cost. At this
time, WorldCom does not believe the standard should mandate loops capable of
supporting ADSL at 6 mbps.

In our previous filings, we have identified existing industry standards
that could be adopted to define any of these performance levels. Generally, the
standards would allow unloaded loops up to 18,000 feet long. These same design
standards would satisfy the RUS standard that already has been endorsed in
telecommunications modernization plans adopted by utilty commissions or
independent telephone company industry groups in most states.

If the RUS standard already is widely adopted, why should the
Commission act? First, the RUS standard unambiguously reflects express
Congressional intent with respect to deployment of advanced services. Second,
TA96 requires some definition of “advanced.” Third, the state agreements address
only growth and modernization additions of the smallest telephone companies.
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Finally, without a standard there is no consistent way to define costs and, therefore,
no way to define just, reasonable, and affordable rates.

The major cost models now being considered to define the appropriate
level of universal service support do not specify a loop design standard.
Nonetheless, as best we can tell, the Hatfield model is both under-designed on long
loops and over-designed on short loops while the Benchmark model appears
consistently over-designed to support ADSL at 6 mbps. Thus, the models produce
results that are not comparable, but neither is wrong because there is no
performance standard defined by the Commission.

To state the obvious, Benchmark may overstate costs and Hatfield
likely will understate costs. The imperative of universal service, not to mention the
maghitude of funding required to support it, and the advent of local competition are
too important to leave so critical a factor unstated. WoridCom respectfully requests
that the Commission embrace the standard already incorporated in one federal law —
define universal service to require local loops designed to transmit data at 1 mbps.

What impact will adoption of the RUS standard have on the funding
required to support universal service? Probably, not much. But, it may actually
lower the required high-cost funding:

o If the Commission decides to use either, or a combination, of the two major cost
models to define universal service costs, the overall cost level likely will drop
because, with a stated standard, Benchmark costs almost certainly will drop and
Hatfield costs likely would change only slightly;

e |f the Commission decides instead to abandon, or delay adoption of, cost models
and instead decides to use some variation of embedded costs plus the costs

necessary to upgrade to whatever standard you ultimately choose, the average
cost is likely to increase more than the maximum.

Thus, in either event, the funding required for high-cost support (some portion of the
difference between the average and maximum costs) will fall.

The result using embedded costs may not be obvious, but independent
telephone companies generally have been much more progressive and aggressive in
modernizing their plant, so their costs already reflect higher standards. The larger
companies generally seem to have lagged behind. There are two examples that
confirm this phenomenon - first, several years ago in its Infrastructure Study, NTIA
found that independent telephone companies generally had deployed more digital
transmission and digital switching than had the major telephone companies; and,
more recently it has been demonstrated by the actions of independent companies
like Blackfoot Telephone Cooperative which moved aggressively to modernize the
telephone exchanges it recently acquired from US West.
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What about funding forlow-income users? While the sixth principle
requires funding for certain institutions to receive advanced services, the second
principle does not require universal service support for most end users to receive
subsidized access to advanced services. Instead, it requires that access be
available. An advanced service may be added to the list of subsidized universal
services when the service has “been subscribed to by a substantial majority of
residential customers” (§254 (c)). Thus, failure to adopt a loop standard may actually
increase universal service costs while it decreases the capabilities available to all
Americans. This is hardly a desirable outcome for the Commission to endorse.

Whatever loop standard the Commission adopts here to define
universal service capabilities also must be applied to unbundled network elements.
Otherwise, new entrants will continue to face circumstances where incumbents
somehow find loops already appropriately conditioned for advanced services when
they provide service, but only have loops that need extra conditioning when new
entrants want to provide the same service. This conditioning cost may exceed $500
per loop in some jurisdictions. These costs may be overstated because incumbents
generally upgrade whole areas rather than individual loops and may be charging new
entrants the total cost. Further, new entrants may be forced to pay twice for
whatever upgrade, if any, is required — once in loop specific “conditioning” charges
and again in universal service support. Such treatment simply is not equitable and
could be avoided if the Commission were to require wireline carriers to adopt a
specified quality standard for all loops (including the loop unbundled network
element) in order to be eligible to receive any universal service fund disbursements.

WorldCom urges the Commission to adopt in its universal service and
interconnection proceedings a performance standard for local loops (including the

unbundled iocal loop network element) that mirrors the standard already adopted by
RUS.

Respectfully submitted,

\LM& . Pméh

David N. Porter
Vice President - Government Affairs

cc.  Robert Pepper
Kevin Werbach



